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(1) the Quarterly Report (including financial statements) of NovAtel Inc. for the three and six
months ended June 30, 2001.
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and Results of Operations

The dollar amounts presented in this Quarterly Report are in Canadian currency unless otherwise noted
(CDN $1 = US$0.6494 on July 17, 2001), and are presented in accordance with accounting principles
generally accepted in Canada. The material differences between Canadian and U.S generally accepted
accounting principles (* GAAP” ) which would bear upon its financial statements and, more particularly,
income applicable to equity share and retained earnings, are disclosed in Note 20 of Notes to Consolidated
Financial Statements for the fiscal year ended December 31, 2000 filed as part of Form 20-F with the
Securities and Exchange Commission and in Note 10 of Notes to Consolidated Financial Statements
contained in this report.

Certain statements in this Quarterly Report constitute forward-looking statements within the meaning of
the Private Securities Litigation Reform Act of 1995. SQuch forward-looking statements invol ve known and
unknown risks, uncertainties and other factors that may cause the actual results, performance or
achievements of the Company, or developments in the Company's industry, to differ materially from the
anticipated results, performance or achievements expressed or implied by such forward-looking statements.
Such factors include, but are not limited to, operating results of subsidiaries and joint ventures,
establishing and maintaining effective distribution channels, certification and market acceptance of the
Company's new products, impact and timing of large orders, pricing pressures in the market and other
competitive factors, maintaining technological leadership, timing of revenue recognition in connection with
certain contracts, the ability to maintain supply of products from subcontract manufacturers, the
procurement of components to build products, and the impact of industry consolidations, together with the
other risks and uncertainties described in Management’s Discussion and Analysis of Financial Condition
and Results of Operations herein and in the Company’s other filings with the United States Securities and
Exchange Commission.



NOVATEL INC.
CONSOLIDATED BALANCE SHEETS
(unaudited, in thousands)

June 30, December 31,

2001 2000
ASSETS
(Note 1)
Current assets:
Cash and short term iNVESIMENES..........ccorviuerireeerseresee e $ 4,045 $ 6,055
ACCOUNESTECAIVADIE ... 4,772 4,246
Related party receivables (NOte 8) .........occeeeiiiiiieiiieeeeee e 1,096 1,165
Related party notes receivable (NOte 8) .........c.oevveiieiiiiiinie e 1,540 1,426
INVENLOES (NOLE 3) ...t 7,074 6,532
Prepaid expenses and depoSitS.......oooeeevieeiieeiieeeree e 346 401
TOtal CUMTENT BSSELS ...ttt e 18,873 19,825
CaDital BSSELS ....cvireeieeeieeie et 3,229 3,592
INtangibl@ asSatS (NOLE 7) ..eeeieeieieii e 2,661 2,853
Deferred development CoStS (NOLE 4) .....oueeeiuieeiieieiie e 2,550 2,560
TOEl @STELS ..ottt e $27,313 $ 28,830

LIABILITIESAND SHAREHOLDERS EQUITY

(Note 1)
Current liabilities:

Accounts payable and accrued liabilities............ccocoeiiiiniiniiiien $ 4,643 $ 5811
Related party payables (NOtE 8) .......ccceviiieiiiiieiiee e 549 568
Notes payable (NOteS8 and 9) ........ccoceiiiiiiiii e 1,711 1,426
DEfErTed FBVENUE........coiieieeeetee et 492 245
Provision for future Warranty COSES ........cuueiuerrierinenenie e 285 268
Capital lease obligation — current portion...........cccoeceeeieeinie e 235 228
Total current lHabilitieS.........coooieiieree 7,915 8,546
Deferred gain on sale/leaseback of capital assets...........cccoeviiiiiiannn 869 935
Capital lease obligation —long term portion ............ccceveeeiieiiiinenie e, 188 307
Total HHaDIlItIES.......eeeeiieeeeee e 8,972 9,788
NON-CONLrolliNG INTEMESE ..o 73 73

Shareholders equity:
Capital StOCK (NOLE 5)....c.viivirieeiiiii e 35,648 35,614
DEICIT. vttt e (17,380) (16,645)
Total shareholders EQUILY ......c.eveieeeiieeiee e 18,268 18,969
Total liabilities and shareholders equity ...........cccevceeiieeenieenenen. $27,313 $ 28,830

See accompanying notes to the consolidated financial statements.



NOVATEL INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited, in thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2001 2000 2001 2000
REVENUES........oiiiiiie e e $ 6,520 $ 6,470 $13,520 $12,763
COSt Of SAIES....ceiiecieec s 3,019 2,538 6,736 5,648
GrOSS PrOfit ..c.eivieeeeesie s 3,501 3,932 6,784 7,115
Operating expenses.
Research and development ... 1,866 2,121 3,747 4,053
Seling and Marketing .........ocoeeveeeienien e 835 1,256 1,764 2,250
General and adminiSIration..........cccoeeveereeneeneenee e 1,070 1,036 1,962 1,936
Total operating EXPeNSES ........evvieeerieeerie e 3,771 4,413 7,473 8,239
OPErating [0SS ....c.veeeeiiiriesieeee e (270) (482) (689) (1,124)
INEEFESt INCOME.....iiiiieieeeriee s 47 67 98 143
Other iNCOME (EXPENSE) .....veieivreeiiee ettt (227) (41) (143) 1
Loss from continuing operations before income taxes............. (450) (455) (734) (980)
Provision for (recovery of) incometaxes..........cccoveeevveernennns (11 (6) 1 (24)
Net loss from continuing Operations............ccceceeereeerieeriennns (439) (449) (735) (956)
Net income from discontinued operations.............cccevceeenee . Yy Yy 3, 13
NELTOSS ...ttt $ (439 $ (449 $ (735 $ (943
Net loss per share (basic) (Notes 2 and 10)
ContinuiNg OPEratioNS.........eevevereirececiee e $(0.06) $ (0.06) $(0.10) $(0.12)
Discontinued Operations...........ccceeeeereeenieeniee e 0.00 0.00 0.00 0.00
NEL |0SSPEF SNAE.....c.vcveeteectce ettt $(0.06) $ (0.06) $(0.10) $(0.12)
Weighted average shares outstanding (basic) (Notes 2 and 5) 7,694 7,675 7,692 7,674
Net loss per share (diluted) (Notes 2 and 10)
ContinuiNg OPEratioNS.........ceveeeriireieriee e $(0.06) $ (0.06) $(0.10) $(0.12)
Discontinued Operations...........ccceereeereeerieeriee e 0.00 0.00 0.00 0.00
NEL |0SSPEF SNAE.....c.vcveiteecrce ettt $(0.06) $ (0.06) $(0.10) $(0.12)
Weighted average shares outstanding (diluted) (Notes 2 and 5) 7,715 7,801 7,727 7.820

See accompanying notes to the consolidated financial statements.




NOVATEL INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY
(unaudited, in thousands)

Common Shares

Number Amount
Balance December 31, 2000... 7,678 $35,614
Common sharesissued........... 16 34
Net10SS.....ccoovveeeeeieeeeee A A
Balance June 30, 2001 ........... 7,694 $35,648

Total
Shareholders
Deficit Equity
$(16,645) $18,969
Y 34
735 735
$(17,380) $18,268

See accompanying notes to the consolidated financial statements.



NOVATEL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Six Months Ended
June 30, June 30,
2001 2000
Operating activities:
Net 10ss from continuiNg OPErationS..........eevveveeiieeseesee e sree e $ (735 $ (956)
Net income from discontinued Operations...........cccevveeiieeiienineeeniee e Ya 13
Charges and credits to operations not involving an outlay of cash:
AMOITIZBLION. ...ttt nre e 1,262 1,379
Gain on disposal of capital aSSatS.........ccvvvereirririe e (7) (41)
Amortization of deferred gain on sale/leaseback of capital assets..... (66) (78)
NON-coNtrolliNg INErESt .......ooiiiieeere e Yy 5
Net change in non-cash working capital related to operations (Note 6).... (1,930) 70
Cash (used in) provided by operating actiVities..........ccoceeveeriiennne (1,476) 392
Financing activities:
Issuance of ShareS (NOLE D) ......eeeiieiiiei e 34 5
Related party notesreceivable...............cooiiiiiiii (114) (642)
Notespayable. ... ... 217 642
Decrease in capital lease obligations...........ocoeeiiiiiiiii e, (112) (184)
Cash provided by (used in) financing activities..........ccocceevceerieenee 25 (179)
(Decrease) increase in cash before investing activities..................... (1,451) 213
Investing activities:
Purchase of capital and intangible 8SSatS.........c.ceveeveeieenie s (576) (604)
Proceeds from disposal of capital aSSetsS........ccoeveeeiieeiieniiee e 21 76
Settlement payment on diveStItUre..........coveeiiiieirie e Y (423)
Deferred devel OpmEeNt COSES. ......ooiuviiiiiriiee e (4) (381)
Cash used in investing aCtiVIties........ccveieeeiieeiieee e (559) (1,332)
Decreasein cash and short term inVeStMents...........oocovvereiieevieeviee e (2,010) (1,119)
Cash and short term investments, beginning of period...........ccccoovveiiennnen. 6,055 8,280
Cash and short term investments, end of period .........ccceceveveeve e, $ 4,045 $ 7,161
Cash and short term investments consisted of:
Cash and cash eQUIVAIENES...........ccoeeveecieciecicece et $ 317 $ 2,661
Restricted short term inVesStMeENtS..........oovveiiii i e 3,728 4,500
$ 4,045 $ 7161
Interest paid related to bank advances and capital lease obligations............ $ 16 $ 28
INCOME LAXES PAIT ...vevvivecieiie ettt s $ 71 $ 50

See accompanying notes to the consolidated financial statements.



NOVATEL INC.

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited, in thousands, except per share data)

Notel Bassof Presentation

The consolidated financial statements for the three and six month periods ended June 30, 2001 and June
30, 2000 presented in this Quarterly Report are prepared in accordance with generally accepted accounting
principles in Canada (Canadian GAAP or Canadian principles), are stated in Canadian dollars and are
unaudited. The financial statements reflect al adjustments which are, in the opinion of management,
necessary for afair statement of the results for the interim period presented. The adjustments are of a normal
recurring nature. The unaudited consolidated financial statements should be read in conjunction with the
audited consolidated financial statements and notes thereto included in the Company’ s Annual Report for the
year ended December 31, 2000 filed on Form 20-F with the Securities and Exchange Commission.

Note2 Adoption of New Accounting Standards
Earnings Per Share

Effective January 1, 2001, the Company adopted the revised provisions of Section 3500 of the
Handbook of the Canadian Ingtitute of Chartered Accountants, with respect to earnings per share. The new
standard requires that the “treasury stock” method rather than the “imputed earnings’ approach be used to
determine the dilutive effect of instruments such as warrants and options. Under the treasury stock method,
diluted earnings per share are computed as if the instruments were exercised at the beginning of the period
(or the time of issuance, if later) and the funds obtained were used to purchase common shares of the
Company at the average market price during the period. The new accounting policy has been applied
retroactively with restatement of prior period financial statements and had no impact on the reported results
of operations for any current or prior period reported herein.

Note3 Inventories

June 30, 2001 December 31, 2000
Raw materials and components..... $ 3225 $ 3,837
WOrk-in-progress........coeveevveeenne 390 377
Finished goods...........cccoeeeeieenee 3459 2,318
$ 7074 $ 6,532

Note4 Deferred Development Costs

In the six month period ended June 30, 2001, the Company deferred $4 of development costs related to
the development of a certified aviation GPS recelver compared to $381 in the six month period ending June
30, 2000. With the GPS receiver reaching the commercialization stage, the Company has commenced
amortizing these deferred costs, using a method similar to the unit-of-production method of amortization.
The Company amortized $14 of these deferred costs in the six month period ended June 30, 2001 ($nil in
the six month period ended June 30, 2000).

Note5 Capital Stock

The Company has authorized an unlimited number of common shares, of which 7,694 are outstanding as
of June 30, 2001 (7,678 as of December 31, 2000).

Net income (loss) per share figures presented in the Company’s financial statements are based upon the
weighted average number of shares outstanding. Diluted net income (loss) per share figures are computed as



if the instruments were exercised at the beginning of the period (or the time of issuance, if later) and the funds
obtained were used to purchase common shares at the average market price during the period (see Note 2).

The Company maintains stock option plans for employees and members of the Board of Directors. Under
the plans, participants are granted options to purchase common shares of the Company at no less than the
market value on the date of the grant. The options have vesting periods ranging from three to four years and
expire ten years from the date of the grant, except for 30 options granted on February 13, 2001, which have a
sx month vesting period. As of June 30, 2001, the Company had authorized the granting of up to 1,101
options to purchase common shares of the Company under the stock option plans, of which 24 had been

exercised.

A summary of the status of the Company’ s stock option plans as of June 30, 2001, and changes during the
six month period ending on that date is presented bel ow:

Options

Outstanding at January 1, 2001.....................
Grantel.....ceeeeeeeeeeeeeeeeeeeeeeeeeeeeseeesesessssseesssenns
EXErCiSed ....coooeeeeeeeeee
Forfaited ...

Outstanding at June 30, 2001

Options exercisable at June 30, 2001.............

Weighted
Number Average
of Shares Exercise Price

954 US $6.19
175 1.74
(16) 1.38
(266) 7.21
847 5.04
511 US $6.65

The following table summarizes information about the stock option plans as of June 30, 2001:

Options Qutstanding

Options Exercisable

Weighted-Average

Range of Number Remaining Weighted-Average Number Weighted-Average
Exercise Prices QOutstanding Contractual Life Exercise Price Exercisable Exercise Price
US$7.50to $11.25 461 5.9 years US $7.68 424 US $7.65
$3.06t0 $ 3.44 76 8.6 3.07 19 3.07
$1.38t0 $ 2.00 310 8.1 1.58 68 1.38
$1.38to0 $11.25 _ 847 6.9 US$5.04 _511 US$6.65



Note6 Consolidated Statements of Cash Flows

The net changes in non-cash working capital related to operations include:

Six Months Ended
June 30, 2001 June 30, 2000

(Increase) decrease in accounts receivables and related party $ (457) $ 1,977

FECEIVAIIES ...t e
INCrease in INVENTOMES. .....ocuuie e (542) (1,093)
Decrease (increase) in prepaid expenses and deposits................ 59 (207)
Decrease in accounts payable, accrued liabilities and related

PATY BOVANCES ...ttt (1,254) (575)
Increase in customer deposits and deferred revenue................... 247 4
Increase (decrease) in provision for future warranty costs.......... 17 (23)
Net changein non-cash working capital ...........ccocoeviiiiiinnnnen. (1,930) 83
Non-cash working capital itemsrelated to divestitures.............. Y, (13)
Net change in non-cash working capital related to operations.... $(1,930) $ 70

Note7 Commitmentsand Contingencies

a) Asat June 30, 2001, intangible assets included $699 related to the Company’ s settlement agreement
with Trimble Navigation Limited (Trimble). This settlement agreement with Trimble includes a provision
that Trimble may, at its sole option, terminate rights granted there under, including licenses, should the
Company undergo a direct change in control. The share acquisition by CMC Electronics Inc. (“CMC
Electronics’) (formerly BAE Systems Canada) in 1998 constitutes a change of control for purposes of the
settlement agreement.  On June 26, 2001, the Company received notice from Trimble terminating the
licenses and rights under the settlement agreement. The Company has sought legal advice and is
continuing to evaluate theimpact, if any, of Trimbl€ s notice of termination; and accordingly, the Company
has not provided for any impairment of these intangible assets as at June 30, 2001.

b) The Company is subject to legal proceedings and other claims which arise in the ordinary course of its
business. The Company has sought legal advice on these matters. In the opinion of management, the ultimate
liahility with respect to the resolution of these actionsis not expected to materially affect the financial position
or results of operations of the Company.

Note8 Related Party Transactions

In the normal course of business, the Company had the following transactions, measured at the
exchange amount, with itsrelated parties:

Six Months Ended

June 30,2001  _June 30, 2000

Product salesto POINE, INC. ....ovrviveirieieieeeeee e $ 711 $ 548
Services provided to Point, INC. ......ccooviiiiiiiiiiieeee e 74 131
Royalty income from Point, INC. ........coceiiiiiiiiiiiiieeee e 39 85
Inventory purchases from CMC Electronics and Point Inc. ............... 39 —
Contracted devel opment costs charged by CMC Electronics................ — 89
OthEr EXPENSES ...ttt 31 29

Engineering services charged to CMC Electronics ...........c.ccoeeeennes 25 —
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Significant related party receivables at June 30, 2001 consist of $1,041 from Point, Inc. ($1,143 at
December 31, 2000) and $35 from CMC Electronics ($19 at December 31, 2000). Related party payables at
June 30, 2001 were comprised of amounts due to CMC Electronics of $530 ($555 at December 31, 2000) and
$19 to Paint, Inc. ($13 at December 31, 2000).

The related party notes receivable of $1,540 ($1,426 at December 31, 2000) reflects the Company’s
proportionate joint venture interest in the aggregate borrowings by Point, Inc. from NovAte and Sokkia Co.,
Ltd. (“Sokkid") of US$4,000. The loans were initially repayable on December 31, 2000, are secured by the
assets of Point, Inc. and bore interest at the U.S. prime rate during 2000. On January 18, 2001, NovAtd and
Sokkia extended the loans to December 31, 2001 and set theinterest rate at 6% for 2001.

During the period January 5, 2001 to March 29, 2001, the Company provided US$200 in loans to
Mezure, Inc. (see Note 9). The loans were secured by the assets of Mezure, Inc., bore interest at the U.S.
prime rate and were due on June 30, 2001. Contemporaneousy, the Company recorded a full provision
againg the potential non-repayment of these loans. On July 23, 2001, the Company acquired a further 25.3%
equity interest in Mezure, Inc., after exercising its option to convert these loans into additional common
shares. Effective with this conversion, the Company now owns a 74% controlling interest in Mezure, Inc.

Note9 Investment in Joint Ventures

On July 20, 1999, the Company and Sokkia Co., Ltd. formed a joint venture, Point, Inc., to distribute
GPS based products for surveying, mapping, geographical information systems, construction and
construction machine control applications, on a world-wide basis. The Company acquired a proportionate
49% joint ventureinterest in Point, Inc. for $311, net of cash acquired.

On January 26, 2001, the Company acquired a 48.7% joint venture interest in Mezure, Inc. in exchange
for US$400 which the Company had previoudy advanced and charged to operations in 2000. The fair
value of net assets acquired is asfollows:

Prepaids..........cocoviveiiiiiiii $ 4
Capital assatS......cvvvviii i 95
GoOdWill ... 36
Accounts payable and accrued liabilities.. (67)
Loan advanCe...........cccoovevevinevenennnns (68)

Total investment..............cceveeenee Y4
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On July 23, 2001, the Company acquired a further 25.3% equity interest in Mezure, Inc. after exercising
its option to convert US$200 in loansinto additional common shares.

The consolidated financial statements presented herein include the Company’s proportionate share of the
accounts of Point, Inc. and Mezure, Inc. Thefollowing isasummary of the Company's proportionate share of
thefinancial position, operating results, and cash flows of Point, Inc. and Mezure, Inc.:

June 30, 2001 December 31, 2000

CUIMENE SIS ..o eeeeeeee e v $ 2403 $ 2679
NoON-current assets.......cceeeeeeeeeeeevvvnnnnnn. 168 70
Total assetS.....uuuneanes $ 2,571 $ 2,749
Current liabilitieS.......ccveveeeveeeerernn $ 2,758 $ 2524
Long-term liabilities.........ccceeveeiiens A A
Total liabilities.......cccceeennnneee. $ 2,758 $ 2,524
Six Months Ended
June 30, 2001 June 30, 2000
REVENUE ...t $ 3,047 $ 3322
EXPENSES....cooiiieee e 3,819 4,363
Net10SS.....ccoovveiiieiiie $ (772) 1,041
Cash provided by (used in)
Operating activities........cc.ccoeeuenes $ (747) $ (820)
Investing activities...........cceveee. $ (52) $ (5)
Financing activities...........ccccecvue. $ 217 $ 642

Included in current liabilities is the Company’ s share of notes payable by Point, Inc. to Sokkia Co., Ltd.,
in the amount of $1,540 ($1,426 at December 31, 2000). The notes are secured by the assets of Point, Inc.

On January 18, 2001, the Company and Sokkia Co., Ltd. extended the due date of the notes payable to
December 31, 2001 and set the interest rate at 6% for 2001.

Note 10 Differences between Canadian and United States Generally Accepted Accounting Principles

The consolidated financial statements have been prepared in accordance with generally accepted
accounting principles in Canada (Canadian GAAP or Canadian principles). The significant differences from
U.S. generally accepted accounting principles (U.S. GAAP or U.S. principles) are as follows:
a) Revenue Recognition

In December 1999, the U.S. Securities and Exchange Commission (SEC) issued Staff Accounting

Bulletin ("SAB”) 101, Revenue Recognition in Financial Statements, which provides guidance related to
revenue recognition based on the interpretations and practices of the SEC. The Company believes that its
existing revenue recognition policies are in accordance with the guidance provided in SAB 101.

b) Deferred Development Costs
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In the six month period ended June 30, 2001, the Company deferred $4 of development costs ($381 in the
six month period ended June 30, 2000) in accordance with Canadian GAAP. Under U.S. GAAP, these costs
would be expensed as incurred as research and devel opment costs.

In the six month period ended June 30, 2001, the Company amortized $14 of deferred development
costs ($nil in the six month period ending June 30, 2000) in accordance with Canadian GAAP. Under U.S.
GAAP, these costs would have been expensed in the periods when the originating expenditures were
incurred.

c) Derivatives and Hedging Activities

The Company has entered into foreign exchange options and forward contracts to manage its exposure
to foreign currency fluctuations. In June 1998, the FASB issued SFAS 133, “ Accounting for Derivative
Instruments and Hedging Activities’ subsequently amended by SFAS 137 and SFAS 138. These
pronouncements establish accounting and reporting standards for derivative instruments, including certain
derivative instruments embedded in other contracts, and for hedging activities. They require companies to
recognize all derivatives as either assets or liabilities on the balance sheet and measure those instruments at
fair value. Gains or losses resulting from changes in the value of those derivatives would be accounted for
depending on the use of the derivative and whether it qualifies for hedge accounting. Had the Company
prepared its consolidated financial statements in accordance with U.S. GAAP, it would have applied the
pronouncements of SFAS 133, 137 and 138 effective January 1, 2001, on a prospective basis without
restatement of prior period financial statements. The adoption of these accounting standards would not
have had a material effect on the Company’s financial position and results of operations for the six month
period ended June 30, 2001.

d) Investment in Joint Ventures

The accounts of the Company’s 49.0% joint venture interest in Point, Inc. and 48.7% joint venture
interest in Mezure, Inc. are proportionately consolidated as required under Canadian GAAP. Under U.S.
GAAP, proportionate consolidation is not permitted, and the Company’ s investment in these joint ventures
would be accounted for using the equity method. As permitted by Securities and Exchange Commission
guidance, the effects of this difference in accounting principles have not been reflected in the
accompanying tables.

€) Comprehensive Income

Under U.S. GAAP, during 1998, the Company would have been required to adopt SFAS 130, “Reporting
Comprehensive Income’. Had the Company adopted SFAS 130, it would have recorded an additional income
of $2 within comprehensive income, related to the fair value of foreign exchange contracts and options, in the
six month period ended June 30, 2001 ($nil in the six month period ended June 30, 2000).
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The effects of the above noted differences between Canadian and U.S. GAAP on the statements of
operations and on the balance sheets are as follows:

Net loss from continuing
operations— Canadian GAAP.
Adjustmentsto U.S. GAAP

Deferred devel opment costs

Amortization of deferred devel opment

Net loss from continuing
operations—U.S. GAAP..........

Net income from discontinued
OPEratioNS ...ccoveeeiieeiiee e

Net income (loss) — U.S. GAAP

Three Months Ended

Six Months Ended

June 30, 2001

June 30, 2000

June 30, 2001 June 30,2000

$ (439) $ (449) $ (735) $ (956)
Y (160) @) (381)
Y Y 14 Y
Y (7) 1 (26)
$ (439) $ (616) $ (724) $ (1,363
$ W $ U $ % $ 13
$ (439) $ (616) $ (724 $ (1,350
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June 30,2001 December 31, 2000

Total Assets
Canadian GAAP..... ..o $ 27,313 $ 28,830
Adjustmentsto U.S. GAAP
Deferred devel opment COSES........uviiiiriiiiii e (2,550) (2,560)
Fair value of financial INSITUMENES..........evvvveeeeeeeereeieeeeeeeeeeeeeeeeenns A D
ULS. GAAP ..t $ 24,763 $ 26,269

Total Shareholders Equity

Canadian GAAP ... e $ 18,268 $ 18,969
Adjustmentsto U.S. GAAP

Deferred devel Opment COSES........cvveiieiiiiiiniie e (2,550) (2,560)

Fair value of financial INStruMENtS.........eeeeiieieae A D

U.S. GAAP e e $ 15718 $ 16,408

Net income (loss) per share as computed under Canadian and U.S. principlesis as set forth below for
the following periods:

Three Months Ended Canadian GAAP U.S. GAAP

Net Income (Loss) per Share— Net Income (Loss) per Share—

Basic Basic

June 30, 2001 _June 30, 2000 June 30, 2001 June 30, 2000
Continuing operations........ $ (0.06) $ (0.06) $ (0.06) $ (0.08)
Discontinued operations.... 0.00 0.00 0.00 0.00
Net income (loss) per share $ (0.06) $ (0.06) $ (0.06) $ (0.08)

Net Income (Loss) per Share— Net Income (Loss) per Share—

Diluted Diluted

June 30, 2001 _June 30, 2000 June 30, 2001 June 30, 2000
Continuing operations........ $ (0.06) $ (0.06) $ (0.06) $ (0.08)
Discontinued operations.... 0.00 0.00 0.00 0.00

Net income (loss) per share $ (0.06) $ (0.06) $ (0.06) $ (0.08)



Six Months Ended

Continuing operations.......
Discontinued operations....
Net income (loss) per share

Continuing operations.......
Discontinued operations....
Net income (loss) per share

15

Canadian GAAP U.S. GAAP
Net Income (Loss) per Share— Net Income (Loss) per Share—
Basic Basic
June 30, 2001 _June 30, 2000 June 30, 2001 June 30, 2000
$ (0.10) $ (012 $ (0.09) $ (0.18)
0.00 0.00 0.00 0.00
$ (0.10) $ (012 $ (0.09) $ (0.18)
Net Income (Loss) per Share— Net Income (Loss) per Share—
Diluted Diluted
June 30, 2001 _June 30, 2000 June 30, 2001 June 30, 2000
$ (0.10) $ (012 $ (0.09) $ (0.18)
0.00 0.00 0.00 0.00
$ (0.10) $ (012 $ (0.09) $ (0.18)
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MANAGEMENT’SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS

STATEMENT OF OPERATIONS DATA (1)
(unaudited, in Canadian $ thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June30, % June 30, June30, %
2001 2000 Change 2001 2000 Change
REVENUES ...ttt $6520 $6,470 1% $13,520 $12,763 6%
CoSt Of SAIES......eoiiiieee e 3,019 2,538 19% 6,736 5,648 19%
GrOSS Profit....cccecieseceee e 3,501 3,932 (11%) 6,784 7,115 (5%)
Operating expenses.
Research and development ............cccooeeviieneene 1,866 2,121 (12%) 3,747 4,053 (8%)
Sdling and Marketing .........cccooevereeienenieeceeniens 835 1,256 (34%) 1,764 2,250 (22%)
Genera and adminiStration............ceeeeveveeeieennenn 1,070 1,036 3% 1,962 1,936 1%
Total operating eXpenses........ccccveveeevieeriieenns 3,771 4,413 (15%) 7,473 8,239 (9%)
OpErating [0SS.......coveieeisereeee e (270) (481)  (44%) (689) (1,124)  (39%)
INtErest INCOME ......coeeiiiiiiieeee e 47 67 (30%) 98 143 (31%)
Other inCome (EXPENSE)......ccveerrvererieeeriiee e eiee e (227) (41) >100% (143) 1 N/A
Loss from continuing operations before income taxes (450) (455) (1%) (734) (980) (25%)
Provision for (recovery of) incometaxes................. (11 (6) 83% 1 (24) N/A
Net loss from continuing operations...........c.cceeeueee.. (439) (449) (2%) (735) (956) (23%)
Net income from discontinued operations.................. Yy Yy N/A Yy 13 (100%)
NELTOSS. . $ (439) $ (449) _(2%) $ (735) $ (943) _ (22%)
Net income (loss) per share (basic)
Continuing OPErations..........ccceeveereerescreeresesveneens $(0.06) $(0.06) $ (0.10) $(0.12)
Discontinued Operations...........cccoceeereeerieesiienenen 0.00 0.00 0.00 0.00
Net income (10ss) per share.........cceveeeriene $(0.06) $(0.06) $(0.10) $(0.12)
Weighted average shares outstanding (basic) ............. 7,694 7,675 7,692 7,674
Net income (loss) per share (diluted)
Continuing OPErations..........ccceeveeeereeereeresesreneens $(0.06) $(0.06) $(0.10) $(0.12)
Discontinued Operations...........cccoceeereeerieesieenenen 0.00 0.00 0.00 0.00
Net income (10ss) per share.........ccocceeeeeenee $(0.06) $(0.06) $(0.10) $(0.12)
Weighted average shares outstanding (diluted) .......... 7,715 7,801 7,727 7,820
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MANAGEMENT’SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS

STATEMENT OF OPERATIONS DATA (1)
(unaudited, in U.S. $ thousands, except per share data)

Three Months Ended Six Months Ended
June 30, June30, % June 30, June30, %
2001 2000 _Change 2001 2000 Change
REVENUES ...t $4,234  $4,202 1% $8,780 $8,288 6%
COSt Of SAIES......eeiiieiecee e 1,960 1,649 19% _ 4374 3,668 19%
GrOSS Profit....cceeiesieiecie e 2,274 2,553 (11%) _ 4,406 4,620 (5%)
Operating expenses:
Research and development ............cccooeeveeiieeenee 1,212 1,377 (12%) 2,433 2,632 (8%)
Sdling and Marketing .........cccooeveieeeeneneneeienne 542 816 (34%) 1,146 1,461 (22%)
General and adminiStration............ceeveeveeneeneennn. 695 672 3% 1,274 1,257 1%
Total operating eXpenses..........cceeveeerveerieerenen 2,449 2,865 (15%) 4,853 5,350 (9%)
OpPErating [0SS.......oove e (175) (312 (44%) (447) (730) (39%)
INEEreSt INCOME ... 31 44 (30%) 64 93 (31%)
Other inCoMe (EXPENSE).....ccccverrreeerieeiiee e (148) (27) >100% (94) 1 N/A
Loss from continuing operations before income taxes (292) (295) (1%) (477) (636) (25%)
Provision for inCOMEtaxes..........cocvveereereenennennenn, (7 (3) >100% Yy (15) N/A
Net loss from continuing operations.............ccceeveene (285) (292) (2%) (477) (621) (23%)
Net income from discontinued operations.................. Yy Yy N/A 3, 9 _(100%)
NEL INCOME I0SS.....vevieiciieeseie e 285 292 (2%) $ (477) 612 (22%)
Net income (loss) per share (basic)
Continuing OPErations..........ccceeveereeeeereeresreevennens $(0.04) $(0.04) $ (0.06) $ (0.08)
Discontinued Operations...........cccoceeeveeerieescienenee 0.00 0.00 0.00 0.00
Net income (l0ss) per share..........ccceeveveeeee. $(0.04) $(0.04) $ (0.06) $ (0.08)
Weighted average shares outstanding (basic) ............. 7,694 7,675 7,692 7,674
Net income (loss) per share (diluted)
Continuing OPErations..........ccceeveereereeereeresresvennens $(0.04) $(0.04) $(0.06)  $(0.08)
Discontinued Operations...........cccoceeereeerieesiienenee 0.00 0.00 0.00 0.00
Net income (l0ss) per share..........ccceeveveeeee. $(0.04) $(0.04) $ (0.06) $ (0.08)
Weighted average shares outstanding (diluted) .......... 7,715 7,801 7,727 7,820
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US$
Equivalent
December 31, June 30, June 30,
2000 2001 2001(2)
Balance Sheet Data (1):
(Canadian $, thousands)
Working capital .........ccceveiieieniceie e $ 11,279 $ 10,958 $ 7,116
TOtal @STELS....eeviieeieie e 28,830 27,313 17,737
Long-term liabilities.........cooceiiiiiiiie e 307 188 122
Total shareholders equity ........coeeeeierenenieeiienine 18,969 18,268 11,863

(1) The consolidated financial statements have been prepared in accordance with generally accepted
accounting principles in Canada (Canadian GAAP or Canadian principles). The significant differences from
U.S. generally accepted accounting principles (U.S. GAAP or U.S. principles) are disclosed in Note 10 of the
Notesto Consolidated Financial Statements contained in this report.

(2) Canadian dollar amounts have been trand ated into U.S. dollars soldly for the convenience of the reader
at the rate of US $0.6494 per CDN $1.00 which was the exchange rate as of July 17, 2001. These
trand ations are not necessarily representative of the amounts that would have been reported if the Company
had historically reported its financial statements in U.S. dollars. In addition, the rates utilized are not
necessarily indicative of the rates in effect at any other time.

Revenues. Revenues include product sales and non-recurring engineering (“ NRE”) fees. Revenue from
product sales consist primarily of sales of original equipment manufacturer (* OEM”) boards, software,
software upgrades, Wide Area Augmentation System (* WAAS' ) type receivers and end user products for
the geographical information systems (“ GIS’ ) and survey markets. The Company categorizes its revenues
into the following three market sectors: 1) Geomatics, 2) Aerospace and Defense; and 3) Specia
Applications.

In July 1999, the Company commenced a transition to a new GPS surveying partner, Sokkia Co., Ltd.
(“Sokkia’). Sokkia and the Company formed a jointly owned company known as Point, Inc. (“Point”),
owned 51% by Sokkia and 49% by the Company. The Company’s consolidated financial statements include
sales to Point, net of intercompany eiminations, and the Company’s proportionate share of the Point
revenues.

On January 26, 2001, the Company acquired a 48.7% equity interest in Mezure, Inc. (* Mezure’).
Mezure was established in early 2000 and had been working with the Company to develop market
applications combining GPS, wirelessinfrastructure and the Internet. As of June 30, 2001, Mezure had not
yet commenced sdlling product. On July 23, 2001, the Company acquired a further 25.3% interest in
Mezure after exercising its option to convert US$200,000 in loans previoudy advanced to Mezure into
additional common shares. Effective with this conversion, the Company now owns a 74% controlling
interest in Mezure.
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Total revenues were $6.5 million in the second quarter 2001 relatively unchanged from the $6.5
million in the second quarter 2000. The following table sets forth revenue by market sector for the second
quarters ended June 30, 2001 and 2000.

Three Months Ended
June 30, 2001 June 30, 2000 Change
$ % $ % $ %
Geomatics $ 1,986 30% $ 2,622 41% $ (636) (24%)
Aerospace & Defense 992 15% 1,472 23% (480) (33%)
Special Applications 3,353 52% 2,359 36% 994 42%
Other 189 3% 17 0% 172 >100%
TOTAL $ 6,520 100% $ 6,470 100% $ 50 1%

Geomatics

The Geomatics sector is made up of the surveying and GIS markets. Geomatics revenues are largely
comprised of the Company’'s sales to Point, net of intercompany diminations and the Company’s
proportionate share of sales by Point.

Geomatics sales were $2.0 million in the second quarter 2001 compared to $2.6 million in the second
quarter 2000, a decrease of 24%. Net revenues contributed from the Point/Sokkia relationship were a
majority of the Geomatics revenue in the second quarter 2001 and accounted for most of the decrease in
Geomatics revenue in the second quarter of 2001 compared to the second quarter of 2000. Shipments from
Point to Sokkia in the second quarter of 2000 were particularly high, 38% of the total year’s shipments, as
product entered Sokkia' sinternational distribution network

Earlier in 2001, Point launched two new products, a high precision survey product (Radian IS) and a
GIS product (Axis I11). Recently, Point released an additional new product, a low cost, low precision
survey product (Stratus). Geomatics revenues in the first half of 2001 were below the Company’'s
expectations due to delays in new product releases. As these new products move through the Sokkia
digtribution channds, the Company expects the revenues attributable to the Point/Sokkia relationship to
increase. However, there can be no assurances that these new products will result in increased revenues.

Aerospace and Defense

The Aerospace and Defense sector is made up of aviation, space and defense markets. Aerospace and
Defense sales were $992,000 for the second quarter 2001 compared to $1.5 million for the second quarter
2000, a decrease of 33%. The Company’s Aerospace and Defence revenues are highly dependent on the
timing of large programs. Sales in this sector include WAAS receiver sales and revenue from engineering
services related to the U.S. Wide Area Augmentation System (“ WAAS’), the Japanese MTSAT Satdlite
based Augmentation System (“ MSAS’), the Chinese Satellite Navigation Augmentation System (“SNAS’)
and to the European Geostationary Overlay System (* EGNOS’). In the current quarter, the largest Sngle
component of the Aerospace and Defense revenue was the EGNOS program, which accounted for $343,000
in revenue. In the second quarter of last year, the Company recorded $1.2 million in revenue from shipments
for the Chinese SNAS program, compared to $nil revenue from the SNAS program in the second quarter of
this year.

While the Company expects to recognize an additional $1.6 million in revenue from EGNOS over the
balance of this year, the ability to recognize revenue is dependent on completing customer acceptance
milestones, the next one being scheduled for the Company’ sthird quarter.

Through sponsorship from the Canadian Space Agency, in January 2001, the Company received a
contract from the European Space Agency to participate in the early definition phase of Galileo, the
planned European counterpart to GPS.
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The Company recently received two key development contracts related to the U.S. WAAS and the
Local Area Augmentation System (“LAAS’) programs and initiated work on both programs. Through Zeta
Associates Incorporated, the U.S. WAAS program initiated a program to identify the roadmap for the next
WAAS generation receiver. The work is currently focused on qualifying the Company’s OEM4 GPS
receiver to RTCA DO-178B level B requirements for use in a new WAAS receiver. On LAAS, the
Company has been sdlected by Raytheon Company, Navigation and Landing Systems business unit
(Raytheon NLS) to implement LAAS receiver development and qualification activities, again using the
Company' s OEM4 receiver asthe basdline.

The certified GPS receiver being jointly developed by the Company and CMC Electronics (formerly
BAE Systems Canada) is intended for use by Honeywell for both airborne applications and the LAAS
program. With the GPS receiver nearing completion of its certification, the Company has earned initial
royalties, although the total royalties for 2001 are not expected to be material.

While the Company has participated in previous phases of WAAS, MSAS and SNAS, the Company
currently has no commitments for future participation in the WAAS, MSAS, SNAS or LAAS programs
(other than certain engineering services contracts). There can be no assurance that the Company will
receive commitments for future participation in the WAAS, MSAS, SNAS or LAAS programs.

Special Applications

The Special Applications sector is made up of marine, agriculture, robotics, construction/grading,
scientific, dealers (other than those that can be identified with a particular market sector) and miscellaneous
markets. Special Applications revenues were $3.4 million in the second quarter 2001 compared to $2.4
million in the second quarter 2000, an increase of 42%. The revenue increase was attributable to higher
revenue from the OEMA4 receiver and the GPS-600 antenna family. The Company continues to see higher
demand for its OEM family of GPS receivers and antennas. During the second quarter of 2001, the
Company announced the receipt of significant new purchase orders. These orders, one from Agsystems
valued at $2.1 million and one from Applanix, valued at $1.5 million partially shipped in the second
quarter, contributed to the revenue growth in the Special Applications segment.

In April 2001, the Company also received a contract funded by the United States government for the
design and prototyping of receiver architecture for the new GPS L5 civil frequency which is part of the
GPS modernization activity being undertaken by the U.S. government. The level of interest in the GPS-
600 antenna continues to grow and the Company’s latest generation GPS receiver, the OEM4, is being
designed into many customer products.

Other Revenue
Other revenue related to the sale of manufacturing components was $189,000 for the second quarter
2001 compared to $17,000 in the second quarter 2000, with the increased revenue due to the sale of surplus

electronic component inventory.

Revenues by Geographic Market

In the second quarter 2001, the Company derived approximately 48% of itstotal revenues from the sale
of its products to countries outside the United States and Canada, compared to 51% in the second quarter
2000. Revenues from international sales decreased to $2.5 million in the second quarter 2001 from $3.1
million in the second quarter 2000.

Gross Profit. Gross profit as a percentage of total revenues was 54% in the second quarter 2001 compared
to 61% in the second quarter 2000. Despite the decrease in gross margin percentage relative to a year ago,
the percentage was generally in line with the Company’ s expectations. The higher gross margin percentage
of the second quarter of last year is primarily attributable to the benefit of the high margin shipments of
$1.2 million of WAAS type receivers into the China SNAS program.
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Point earns lower gross margins due to the purchase of third party accessories that provide lower gross
margins and the fact that Point is closer to the end user in the distribution chain. The Company expects
Point’s revenue to form a growing percentage of the Company's total revenues which will reduce the
Company' s overall gross profit as a percentage of revenue.

Research and development. Research and development expenses consist primarily of engineering
personnel expenses, contracted research and devel opment expenses, amortization of purchased technol ogy,
equipment costs and facility and computer support costs. Research and devel opment expenses were $1.9
million in the second quarter 2001, as compared with $2.1 million in the second quarter 2000. Research
and development expenses as a percentage of total revenues decreased from 33% in the second quarter
2000 to 29% in the second quarter 2001. The reduction in research and development expenses reflects
higher customer funded engineering programs and lower expenditures at Point relating to a staff
restructuring which occurred in January 2001, partially offset by lower deferred development costs. In the
second quarter 2001, the Company deferred $nil development costs related to the development of the
certified aviation GPS receiver, compared to $160,000 in the second quarter 2000. The Company believes
that significant investments in research and development are required to maintain its technological
leadership and compete in its business.

Slling and marketing. Sdlling and marketing expenses consist primarily of compensation of sales and
marketing personnel as well as expenses for advertising and promotion, trade shows, facilities and other
expenses related to the sale of the Company’s products. Selling and marketing expenses decreased 34%
from $1.3 million in the second quarter 2000 to $835,000 in the second quarter 2001 and decreased as a
percentage of total revenues from 19% in the second quarter 2000 to 13% in the second quarter 2001. The
reduction in salling and marketing expenses is due to higher external commissions, relating to the China
SNAS shipment incurred in the second quarter of 2000, lower Point costs resulting from the January 2001
restructuring and lower costs attributable to Mezure.

General and administration. General and administration expenses consist primarily of salaries of
administrative personnel, corporate overhead and facilities expenses. General and administration expenses
increased 3% from $1.0 million in the second quarter 2000 to $1.1 million in the second quarter 2001 but
remained constant at 16% of revenue. Higher general and administrative expenses related to Mezure were
partially offset by lower costs at Point, after the January 2001 reorganization.

Interest income. The Company earned net interest income of $47,000 in the second quarter 2001 compared
with $67,000 in the second quarter 2000. The reduced interest income is attributable to lower cash
balances available for investment. The Company’s cash deposits that are not required for operations are
invested in short term interest bearing instruments.

Other income (expense). Other income (expense) consists primarily of foreign currency income (loss) and
miscellaneous items.  Other expense was $227,000 in the second quarter 2001 primarily related to foreign
exchange losses of $185,000 arising from a weakening of the U.S. dollar versus the Canadian dollar in the
second quarter of 2001 compared to $41,000 in the second quarter 2000.

Provision for income taxes. The provision for income taxes, which consists of Canadian federal large
corporations tax and the consolidated proportionate share of income taxes related to Point, was $11,000 as
a recovery of taxes in the second quarter 2001 compared to a recovery of $6,000 in the second quarter
2000.

Discontinued operations. The Company had no discontinued operations activity in the second quarters of
2000 or 2001.

Salary Reductions

On July 17, 2001, the Company put in place certain cost improvement measures, including atemporary
across-the-board reduction in employee salaries of 10 percent.
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TAXES

The Company has not recorded a provison for income taxes in Canada, other than for large
corporations tax, due to previoudy incurred losses, credits and costs. As of June 30, 2001, losses,
investment tax credits, depreciation and research and development costs are available to reduce future
taxable income in Canada. The Company has determined that the acquisition of a majority of the Common
Shares of the Company by CMC Electronics (formerly BAE Systems Canada Inc.) in 1998 and BAE
SYSTEMS p.l.c.’s indirect acquisition of the magjority of the common shares of CMC Electronics in
November 1999 and ONCAP L.P.’s acquisition of the common shares of CMC Electronics in April 2001
congtitute acquisition of control of the Company for Canadian income tax purposes. Accordingly, the
availability of certain of the Company's Canadian income tax losses, research and development costs,
depreciation deductible for tax purposes and investment tax credits may be subject to limitation. The
ultimate availability and amount of these losses, credits and costs may be dependent upon future Canada
Customs and Revenue Agency audits. See Note 14 of Notes to Consolidated Financial Statements filed for
the fiscal year ended December 31, 2000 as part of Form 20-F with the Securities and Exchange
Commission.

Similarly, the Company has not recorded a provision for income tax in the United States related to
Point due to the net operating |osses recorded by Point since it began operationsin 1999.

LIQUIDITY AND CAPITAL RESOURCES

In the six months ended June 30, 2001, cash used in operations was $1.5 million, compared to cash
provided by operations of $392,000 in the same period of 2000. Cash used in operationsin the six-month
period ended June 30, 2001 consisted primarily of a $735,000 loss from continuing operations and a $2.0
million increase in working capital, partially offset by $1.2 million in amortization. The increase in
working capital from December 31, 2000 to June 30, 2001 is caused primarily by higher receivables and
lower payables (due mainly to severance payments made in thefirst quarter 2001 which had been provided
for as of December 31, 2000). Other factors include an increase in inventories primarily related to the
termination of a relationship with a subcontract manufacturer in the first quarter of 2001.

In the six months ended June 30, 2001, cash provided by financing activities was $25,000, related
primarily to a third party loan of US$100,000 borrowed by Mezure, partially offset by a decrease in capital
lease obligations. In the comparable period in 2000, $179,000 cash was used in financing activities, related
primarily to a decrease in capital lease obligations.

In the six months ended June 30, 2001, cash used in investing activities was $559,000 primarily related
to capital expenditures of $576,000. In the first six months of 2000, cash used in investing activities was
$1.3 million, primarily related to capital expenditures of $604,000, deferred development expenditures of
$381,000 related to the development of a certified aviation GPS receiver and $423,000 related to the final
settlement of proceeds from the divestiture to Harrisin 1995.

At June 30, 2001, the Company had cash and short term investments of $4.0 million. The Company
has credit agreements with the HSBC Bank Canada and the Toronto Dominion Bank under which the
Company can borrow up to $1.7 million for day-to-day operating requirements and $2.3 million to support
the margin requirement related to the purchase of up to US$6.5 million of foreign exchange contracts. The
lines of credit are payable on demand and are secured by certain of the Company's assets. At June 30,
2001, portions of the lines of credit were utilized to support $76,000 of letters of credit ($219,000 at
December 31, 2000) and the margin requirements on US$2.0 million in forward foreign exchange contracts
leaving $1.6 million available for day-to-day operating requirements and the margin capacity necessary to
enter into an additional US$4.5 million in forward foreign exchange contracts.

As of June 30, 2001, the Company and Sokkia have collectively loaned Point US$4.0 million, the
Company’s share being US$1.96 million. The loans are secured by Point’s assets and bore interest at the
U.S. Prime Rate during 2000 and at a rate of 6% beginning January 1, 2001. In January 2001, the
Company and Sokkia extended the due date of the loans to December 31, 2001.
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In January 2001, the Company signed a number of agreements under which the Company acquired a
48.7% equity interest in Mezure. The agreements included a US$400,000 cash investment which the
Company had previoudly advanced and for which the Company had made a full provision. The Company
also advanced a further US$200,000 loan to Mezure from January 5 to March 29, 2001. This was in
addition to US$65,000 previously advanced in October 2000. The US$265,000 in loans are secured by
Mezure s assets, bear interest at the U.S. Prime Rate and were due in May and June 2001. The Company
has recorded a full provison against the potential non-payment of these loans. On July 23, 2001, the
Company acquired a further 25.3% interest in Mezure after exercising its option to convert US$200,000 in
loans to Mezure into additional common shares.

The Company bdieves that its existing cash, cash equivalents, short term investments, available lines
of credit and anticipated cash generated from operations will be sufficient to satisfy its currently anticipated
cash needsfor at |least the next twelve months.

While the Company believes that inflation has not had a material effect on its results of operations,
there can be no assurance that inflation will not have a material effect on the Company's results of
operationsin the future.

QUANTITIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Most of the Company's revenues (over 94% for the first six months of 2001) are earned in currencies
other than the Canadian dollar, principally the U.S. dollar. A substantial portion of the Company's
expenses, however, have been and will continue to be incurred in Canadian dollars. Accordingly,
fluctuations in exchange rates between the U.S. dollar and the Canadian dollar could materially affect the
Company's results of operations. In the normal course of business, the Company uses foreign currency
options and forward foreign currency contracts to reduce its exposure to fluctuations in the U.S. dollar to
Canadian dollar exchange rates. The contracts are normally for terms of up to twelve months and are used
as hedges of the Company’s net U.S. dollar cash requirements. Gains and losses arising on these financial
instruments are offset againgt the gains and losses arising on the maturity of the underlying transactions.
Derivative financial instruments are not used for speculative purposes. There can be no assurance that the
Company will be successful in these activities.

At June 30, 2001, the Company had foreign currency options and forward foreign currency contracts
to sdl US$2.0 million between July 31, 2001 and September 28, 2001 at rates between $0.6536 and
$0.6579. In addition, at June 30, 2001, the Company has entered into forward foreign currency contracts
obligating it to buy US$2.0 million between July 31, 2001 and September 28, 2001 at rates between
$0.6396 and $0.6446. Had these contracts been settled on June 30, 2001, an additional income of $2,000
would have been recognized.

The Company is not subject to significant interest rate risk due to the short-term maturities of its
outstanding loans.

LEGAL PROCEEDINGS

There has been no material change since the Form 20-F for the fiscal year ended December 31, 2000
and the Form 6-K for the quarter ended March 31, 2001 filed with the Securities and Exchange
Commission.

OTHER RISK FACTORS

NovAtel operatesin arapidly changing environment that involves a number of risks, some of which are
beyond the Company’'s control. A discussion of some of these risks and the possible impact of these
factors on future results from operations can be found in the Risk Factors section part of Form 20-F for the
fiscal year ended December 31, 2000 and the Risk Factors section part of Form 6-K for the quarter ended
March 31, 2001 filed with the Securities and Exchange Commission.
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Trimble Navigation

As at June 30, 2001, intangible assets included $699,000 related to the Company’s 1996 settlement
agreement with Trimble Navigation Limited (Trimble). This settlement agreement with Trimble includes a
provison that Trimble may, at its sole option, terminate rights granted there under, including licenses,
should the Company undergo a direct change in control. The share acquisition by CMC Electronics Inc.
(“CMC Electronics’) (formerly BAE Systems Canada) in 1998 constitutes a change of control for purposes
of the settlement agreement. On June 26, 2001, the Company received notice from Trimble terminating the
licenses and rights under the settlement agreement. The Company has sought legal advice and is
continuing to evaluate theimpact, if any, of Trimbl€ s notice of termination; and accordingly, the Company
has not provided for any impairment of these intangible assets as at June 30, 2001.

The Company currently believes that Trimble has waived its right to terminate the settlement
agreement for a change of control. However, if the Company is unable to resolve the issue satisfactorily
with Trimble, the Company could be required to record a potential provision against the impairment of
some or al of the $699,000 in intangible assets, to pay license fees to Trimble, and/or to litigate a potential
infringement action from or against Trimble. These actions could have a material adverse effect on the
Company's business, financial condition and results of operations.

Compstition; Industry Consolidation

The GPS industry has been going through a consolidation phase over the past several years. GPS
companies have been selecting strategic partners to merge, acquire or form joint businesses in an effort to
remain cost competitive and meet customer requirements. The Company’s formation of Point, a joint
venture with Sokkia, one of the largest survey companies in the world, is an example of the consolidation
occurring in the GPS industry. The past year and a half has witnessed the joining of Trimble Navigation
Limited with Spectra-Precision, Topcon with Javad Positioning Systems (JPS), now known as Topcon
Positioning Systems, and Racal Avionics Ltd. with Thomson-CSF to form Thomson-Racal Avionics Ltd.,
now known as Thales (previoudy Thomson-CSF). Recently, Orbital Sciences Corporation announced that
it had completed the sale of its Magellan Corporation GPS subsidiary to Thales. This consolidation phase
will continue for the foreseeable future resulting in fewer but larger companies. Industry consolidation, by
creating stronger and larger potential competitors, could have a material adverse effect on the Company's
business, financia condition and results of operations.

Mezure, Inc.

In January 2001, the Company acquired a 48.7% equity interest in Mezure. The agreement included a
US$400,000 cash investment, which had been charged to operations in 2000, together with R&D and
engineering services to facilitate initial product development. On July 23, 2001, the Company acquired a
further 25.3% interest in Mezure after exercising its option to convert US$200,000 in loans to Mezure into
additional common shares. Mezure was established in early 2000 and has been working with the Company
to develop market applications combining GPS, wireless infrastructure and the Internet. Mezure is subject
to similar types of risks as the Company. In addition, if Mezure were unable to obtain adequate financing,
it would not be able to continue operations, which could have a material adverse effect on the Company’s
business, financial condition and results of operations.

OTHER INFORMATION

Submission of Mattersto a Vote of Security Holders

The annual meeting of shareholders of the Company was held in Calgary, Alberta, Canada on July 13,
2001. An dection of Directors was held with the following individuals eected to the Company' s Board of
Directors.
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Votes
Name For Withheld
W. James Close 6,285,503 60,355
Werner Garther 6,285,503 60,355
Richard D. Orman 6,294,303 51,555
Horst Pudwill 6,300,003 45,855
Jod A. Schleicher 6,300,303 45,555
David E. Vaughn 6,285,203 60,655
Gregory A. Yeldon 6,285,503 60,355

Also at the shareholders meeting, adoption of the Special Resolution amending the Articles of the
Company to authorize the directors to appoint additional directors from time to time was approved
(6,269,002 For and 75,600 Againgt). Arthur Andersen LLP was ratified as the auditors of the Company
(6,339,933 For and 5,101 Withheld).



